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Abstract
Empirical studies have shown that food stamp participants spend a higher propor-
tion of their benefit on food than they would with an equivalent amount of cash.
Our study demonstrates that this result can be explained by the decisionmaking
behavior of multi-adult households.  Multi-adult households spend a higher pro-
portion of their food stamp benefit than they would with an equivalent amount of
cash.  In contrast, single-adult households show little difference in food spending
between food stamps and an equivalent amount of cash.  Because over 30 percent
of food stamp participants are in multi-adult households, switching from food
stamps to cash may reduce food purchases of these needy households.  If that is
indeed the case, the use of food stamps and other in-kind benefits may be more
desirable than other forms of assistance.
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Summary
Empirical studies have shown that food stamp participants spend a higher propor-
tion of their benefit on food than they would with an equivalent amount of cash.
Our study demonstrates that this result can be explained by the decisionmaking
behavior of multi-adult households.  Multi-adult households spend a higher pro-
portion of their food stamp benefit than they would with an equivalent amount of
cash.  In contrast, single-adult households show little difference in food spending
between food stamps and an equivalent amount of cash.  Because over 30 percent
of food stamp participants are in multi-adult households, switching from food
stamps to cash may reduce food purchases of these needy households.  If that is
indeed the case, the use of food stamps and other in-kind benefits may be more
desirable than other forms of assistance.

Economists have theorized, since the 1940’s, that households would spend the
same amount of additional resources on food whether these resources came from
food stamps or cash.  The one exception, according to theory, would be con-
strained households, i.e. those that receive in food stamps an amount greater than
their desired food expenditures.  Consequently, one would see a large overall food
consumption effect from food stamps only if a large proportion of households are
constrained.  However, empirically, one observes that only a small proportion of
households are constrained.  Despite this small proportion, empirical studies unani-
mously agree on the greater propensity to buy food out of food stamps rather than
cash.  Economists refer to this phenomenon as the “cash-out puzzle.”  

To explain this puzzle, we focused on the decisionmaking process within multi-
adult households. While most studies treated all food stamp households alike, we
argue that the cash-out propensity arises because food stamps and cash have differ-
ent effects on the distribution of resources within multi-adult households. We based
our analysis on a standard utility maximization approach with complete informa-
tion, in which no stigma is assumed to be attached to the use of food stamps instead
of cash. The theoretical explanation is developed through a non-cooperative game-
theoretic model of the intra-household resource allocation mechanism.

We found empirical confirmation of our argument in data from cash-out experi-
ments conducted in San Diego County, California.  Those data show no evidence
of a cash-out puzzle for single-adult households; the difference in expenditure pat-
terns is seen only in the multi-adult households.


